General Business Conditions 


HE business upswing which set in 

after the banking holiday has con- 

tinued during May at a very encour- 

aging pace. Business men are accus- 

tomed to a tapering off of the “Spring 
rise” at this time, and naturally expect mar- 
kets to turn quieter after such a volume of 
forward buying as has been placed during the 
past two months, but the advance evidently 
has more than a seasonal impetus, and so far 
has shown little slackening. 





In May, for the first time in nearly four 
years, the volume of trade and industrial pro- 
duction has exceeded that of the same month 
in the previous year, and such a comparison 
heartens all business men. Prices are better, 
and in a good many lines where the struggle 
has been to keep down the red figures, black 
ink is being used again. Moreover, order 
books are better filled than in a long time. 
The industries are assured of a higher rate 
of operations during the next two months than 
in the same period last year, and they will give 
more employment and hence more support to 
business. 


Improvement in international relations is a 
factor in the optimistic feeling. With the 
Economic Conference meeting in London on 
June 12, the nations for the first time are ap- 
proaching in concert the problems of the cur- 
rency demoralization and trade restrictions 
which have destroyed trade and depressed 
prices everywhere; and following President 
Roosevelt’s disarmament message to the na- 
tions the Conference gathers in a more hopeful 
atmosphere than had appeared possible. This 
message was a very timely and inspiring 
stroke. The European political situation was 
undeniably clouded, and the fear that a crisis 
was approaching between Germany and her 
neighbors over the armament question was 
creating a considerable tension. The effect of 
the President’s message and its reception 
abroad was to relieve this fear and clear the 
air, and since it is unlikely that much progress 
in economic reconstruction could be made un- 
der strained political conditions this is a change 
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The prospett forthe farmer is more favor- 
able, outside “of the area in the Southwest 
where the wheat crop has failed. Not only 
have prices of farm products advanced sharply, 
but they have gained relative to other prices, 
increasing the farmers’ purchasing power over 
other products. Since the first of April the 
farm products group in the Department of 
Labor’s weekly price-index has advanced 17 
per cent and the foods group 10 per cent, these 
advances comparing with a rise of 3 per cent 
in all other groups combined. This readjust- 
ment will have to go considerably farther be- 
fore the balance is restored, but any turn in 
that direction is of the utmost value, for the 
disparity between farm and other prices, which 
has blocked the normal exchange of goods be- 
tween the farm and industrial populations, and 
destroyed the purchasing power of both, has 
been the most stubborn condition prolonging 
the depression. Economists of all schools of 
thought agree that a better balance between 
prices is essential to restore prosperity, and 
that higher prices for the staples that are de- 
pressed are needed, their differences of opinion 
having to do only with the means employed 
to bring this about. 


The Basis for Optimism 


In these developments the divergent eco- 
nomic schools may both find ground for en- 
couragement and for an optimistic attitude. 
Those who are impressed by the hazards of 
the inflationary program which the Congress 
has empowered the President, in his discre- 
tion, to carry out, see reason to hope that a 
natural recovery in business and in the price 
level may render the employment of these 
measures, in a hazardous degree, unnecessary. 
The genuine character of the business improv- 
ment, as revealed in the rise of production, the 
growth of employment, and the evidence of an 
increased purchasing power, should be recog- 
nized. It demonstrates a recuperative power in 
business which is derived from the needs of the 
population and the efforts of business men to 
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do business, and from improvement in the sup- 
ply and demand relationship in various mar- 
kets. It shows that the readjustments made 
in the economic system during the depression 
have not been ineffectual, and that as eco- 
nomic relationships are improved the pendu- 
lum, which always swings too far in either 
direction, will swing back of its own accord. 
Now that there is more hope of extending 
these readjustments into international affairs, 
there is correspondingly more hope for a 
continuing trade recovery; and if this comes 
about prices will continue to recover also. 
Once business makes a start upward, it will 
gather impetus as it moves, provided its na- 
tural tendency to recover its equilibrium is 
helped and not hindered by the policies of 
governments and of the individuals who make 
up the economic organization. 

On the other hand, those who believe that 
employment of the inflationary measures to 
raise prices is the way back to prosperity are 
assured that these measures will be used 
“when, as and if necessary,” as the President 
stated in his radio speech. He stated that “the 
Administration has the definite objective of 
raising commodity prices to such an extent 
that those who have borrowed money will, on 
the average, be able to repay that money in 
the same kind of dollar which they borrowed.” 
One of the objectives of this country in the 
Economic Conference is to obtain interna- 
tional action to raise prices. 

Whether the opinion is that the inflationary 
measures will be invoked, or that natural price 
improvement will forestall their use, either 
view is likely to inspire more belief in rising 
prices than has heretofore been felt. This 
belief has led to the buying which governed 
the markets during the past few weeks, and 
while the rise may be too rapid to last without 
reactions, undoubtedly a cross-section of busi- 
ness opinion would show a general confidence 
that the unceasing decline of nearly four years 
has at last come to an end. 


Business Indexes Above A Year Ago 


The vigor of the business revival is indi- 
cated not only by the reports from specific 
industries but by the general indexes reflect- 
ing conditions in all the industries. The pro- 
duction of electric power in the week ended 
May 6 went ahead of the corresponding week 
of 1932 for the first time, and has continued 
ahead since. One week later the number of 
freight cars loaded likewise showed a gain over 
1932, and with traffic gaining railway earnings 
will register a greater improvement, by reason 
of the economies put into effect during the 
past year. Motor truck distributors say their 
traffic is up 25 to 50 per cent from the low. 

Steel operations have mounted without a 
break for ten consecutive weeks, and by the 






Iron Age’s latest estimate were 41 per cent 
of capacity, compared with the low point of 
14 per cent in March. Not since the first half 
of 1931 have steel operations been so high; 
and the leadership of steel in the upward 
movement, past the time when the seasonal 
slowing down usually comes, gives it a sub- 
stance that has been lacking in the false starts 
during the past two years. Naturally there 
is great interest concerning the extent to 
which speculative buying may have contri- 
buted to the steel orders, and the trade re- 
views suggest that efforts to cover ahead have 
in some cases verged on the speculative; how- 
ever, steel is not ordinarily a medium for 
speculation, and with prices unsatisfactory 
manufacturers have not been inclined to en- 
courage it. There is room for an increase in 
steel stocks; a view of the position is given 
by the magazine, Steel, which says: 

In times of fair industrial activity more than 6,000,- 
000 tons of steel must be kept in hand to cushion the 
irregular flow of demand, and to augment mill ship- 
ments. At present this reservoir is about 3,500,000 
tons. It must be restored gradually to a higher level 
to provide consumers the selectivity and service to 
which they were accustomed in the past. 

Demand for automobile materials and tin 
plate has been the backbone of the steel buy- 
ing, but orders from miscellaneous sources 
have grown throughout the month. However, 
the railroads and the building industry are 
taking little steel, and this is a reason for ex- 
pecting the usual Summer decline from the 
present peak. 


Automobile and Textile Sales Larger 


Reports from the automobile industry con- 
tinue good. Retail sales in April were nearly 
equal to the same month last year, and an in- 
crease in production during May is evidence 
of further sales gains, for the motor com- 
panies do not manufacture for stock at this 
time of the year, with the Summer dullness 
not far ahead. Estimates of May output are 
above 200,000 cars and trucks, which if real- 
ized will compare with 184,000 in the same 
month of 1932. The industry’s takings of steel 
point to sustained operations in June. 


The textile industries have had an extremely 
vigorous upswing, contrasting favorably with 
their stagnation during May and June of last 
year. Gains have been most pronounced in 
cottons and woolens, where the rise in the raw 
materials has been sharpest, and in both mar- 
kets general buying at advancing prices has 
been the rule. The mills can see their way to 
a good rate of operations through the Summer, 
and the cotton mills have stepped up this 
month to the highest rate since January, 1930, 
according to the estimates of the New York 
Cotton Exchange Service. Moreover, this 
business has been taken at improved manufac- 
turing margins, the same authority reporting 











ER 


the margin on print cloths May 19 at 12.87 
cents per pound, compared with 7.94 on March 
31, on sheetings at 8.11 compared with 5.43, 
and on ducks and drills at 8.95 compared with 
7.45. On yarns the margin is the best at this 
season in several years. Many of the cotton 
mills have been offered more business than 
they cared to accept, the general policy having 
been to make sure that forward business is on 
a profitable basis, and that the buyers are re- 
sponsible, thus limiting the dangers of a spec- 
ulative reaction. 


Building Figures 


The latest building figures are more hopeful. 
For the first 22 days of May contracts for 
residential construction awarded in the 37 
Eastern States approximately equalled the 
same period one year ago, according to the 
Dodge reports. In view of the almost com- 
plete paralysis of building in the past two 
years this does not signify a high level of ac- 
tivity, but it is nevertheless the best showing 
made in residential building in a long time. 
Non-residential and public works and utilities 
construction continued to lag, being 48 and 67 
per cent respectively under last year. The 
Government’s $3,300,000,000 construction pro- 
gram, embodied in the industrial recovery act 
now before Congress, will raise the public 
works figures later in the year. It is a common 
view that a long delay will occur in getting 
this program started, but that is not the 
opinion in construction circles, which list an 
impressive volume of projects for which plans 
are well advanced. Lumber orders have in- 
creased sharply, reaching the largest figure 
since 1931, and production is on the upgrade. 


Tire manufacturing has been stepped up at 
a rapid rate, one factory going on a seven-day 
week, The apparel trades have all picked up, 
and prices have generally been raised. Orders 
for furniture, hardware, and glassware have 
gained, at advancing prices. These industries 
and others, including flour milling and meat 
packing, are doing better than a year ago. 


As a whole this news from the industries 
gives evidence that activity is the highest 
since 1931. If the rise is based only on specu- 
lative trading in the markets a relapse will be 
inevitable, but to draw such a conclusion 
merely because the gains have been vigorous 
and rapid is to misjudge the situation. In view 
of the low level to which the volume of trade 
and the stocks of goods in distributors’ and 
consumers’ hands had fallen, it is more natural 
for the rebound to be rapid than slow, at least 
in the first stages. The speed of the improve- 
ment last Autumn is evidence of that. 

Meanwhile retail trade reports show im- 
provement. April was a good month, and after 
making an adjustment in the figures to allow 
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for the seasonal influence of Easter, depart- 
ment store sales in dollars were equal to last 
October, and with that exception the highest 
since early last year. Prices during the month 
are estimated at 11.3 per cent under a year 
ago; therefore the volume of merchandise 
moved was larger. In the first half of May, 
sales in the New York City area were but 5.3 
per cent under last year, in dollars. Chain 
store sales also have picked up and in April 
were close to a year ago, after having been 
substantially lower in the preceding months. 


The Dollar and the Commodity Markets 


The rise in the commodity markets has car- 
ried the prices of most staples to the highest 
point since the Summer of 1931, and two of 
the metals, silver and tin, are the highest since 
early in 1930. Moody’s index, which includes 
the prices of the fifteen raw commodities most 
widely dealt in, has risen approximately one- 
third since the first of April, and is about 15 
per cent higher than at the peak of the rise 
last Fall, or at the end of 1931. 


It should be realized, of course, that the quo- 
tations in the markets are in terms of dollars 
which no longer have the same relationship to 
gold that they had two months ago, having 
depreciated approximately 15 per cent. Doubt- 
less the significance of this fact will be lost 
upon a good many people who do not see why 
gold should necessarily have anything to do 
with the price of wheat, cotton, potatoes or 
any other commodities. The fact is, however, 
that gold is still the universal standard of 
value, having been superseded by no other 
commodity or system of measurement. More- 
over, it remains the universal standard not by 
virtue of any arbitrary action of Governments, 
but by reason of a natural impulse of mankind 
to regard it as the one ultimate measure of 
value and means of preserving wealth. Never 
has this instinct been more strongly or more 
widely manifested than in the present times 
of trouble and uncertainty. 


Deeply rooted as gold is in the consciousness 
of mankind it seems improbable that the world 
will soon turn to any other monetary standard. 
Since this is the case it is important that we 
should know at all times where we stand in 
relation to this standard of value, regardless 
of how commodities may be priced in curren- 
cies divorced from gold. 


The accompanying chart presents an en- 
deavor to show this. The solid line shows the 
Moody index number, while the broken line 
from April 21, when gold payments were em- 
bargoed, charts each day’s prices after making 
a deduction for the lowered value of the dollar 
in terms of gold. This value is calculated ac- 
cording to the price of gold in the free gold 
market in London, converted into dollars at 
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the prevailing rate for sterling exchange. On 
the last day given in the chart (May 26) the 
dollar would have bought 85 cents in gold in 
London, and the gold price level was accord- 
ingly 85 per cent of the actual prices in this 
country. To put it the other way, dollar prices 
of these commodities were 17 per cent above 
gold prices. Producers have obtained an ad- 
vantage over consumers to that extent, and 
everyone having payments to make in terms 
of gold has lost that much. 


Moody’s Index of Prices of 15 Staple Commodities 
(Dec. 31, 1931 = 100) 
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This separation of the paper and gold price 
levels of course goes hand in hand with cur- 
rency depreciation, and provided gold prices 
do not decline more than the extent of the 
depreciation, an advance in currency prices is 
inevitable. This has in fact occurred. Of 
course the first object in embargoing gold ship- 
ments was to raise domestic prices above gold 
prices. But if the dollar tends to return to 
parity with gold this gap must perforce be 
closed, either through an advance in gold 
prices to the paper level, or, if that fails, a 
decline in paper prices to the gold level. Un- 
questionably the normal tendency of the doliar 
is to return to par, since the payments to this 
country on international account normally ex- 
ceed the payments made by it. The deprecia- 
tion of the dollar is not due to an unfavorable 
balance of payments, but to a tendency to dis- 
count inflation. 

This situation very well illustrates one of 
the characteristics of inflation, to wit, that the 
continuous or repeated application of the 
stimulus may be necessary to maintain its 
effects. Otherwise, the natural strength of the 
dollar may cause it to rise in terms of foreign 
currencies, with a resultant depressing effect 
upon paper prices which would be contrary to 
the Administration’s program. Thus, what 
starts out as only a moderate resort to infla- 
tion could lead eventually to further entangle- 
ment in that policy unless great wisdom and 
restraint is exercised. 


Both Gold and Currency Prices Rising 


Beyond question the outcome of this situa- 
tion most to be desired, and in this we think 


there will be no disagreement, is a rise in the 
gold price level that will close the gap without 
pulling down dollar prices, and will forestall 
experimentation with an inflationary program 
to a hazardous extent, or a devaluation of the 
dollar. Fortunately the action of the markets 
in this respect is decidedly encouraging. The 
chart shows that prices in terms of gold con- 
tinued to advance after gold payments were 
suspended. They have gained about 15 per 
cent since April 1, and are back approximately 
to the level at the end of 1931. 

Along with the business improvement, this 
is evidence that there is a genuine basis for 
advancing prices, derived from the low stocks 
of manufactured goods, reductions in the sur- 
plus of raw materials, and improved demand. 
We give in a subsequent article an analysis of 
the position of wheat, where there is no reason 
to think the inflation talk has had more than 
a sentimental influence on the price. Corn 
prices have doubled since the end of February, 
and in view of the reports of a smaller acreage 
in the surplus corn producing states, unfavor- 
able planting weather, and the influence of the 
wheat rise, no other explanation of the ad- 
vance is necessary. 

Livestock have joined in the advance during 
the past month, and lard has had a rise of 3 
cents over the February low. Hogs have sold 
up to $5.40 in Chicago, with average prices 
the best since the Fall of 1931. Hog receipts 
at the nine principal markets during the first 
four months of the year were 21.82 per cent 
less than a year ago. Until April, the hog 
slaughter in each month since October had 
been smaller than a year ago, and this has 
reduced stocks of pork and lard in storage. 
Stocks are similarly low on all meats, poultry, 
dairy products and eggs. On May 1 stocks of 
frozen and cured meats totaled 778,631,000 lbs., 
against 1,012,386,000 last year and 1,124,151,000 
the five-year average. These low stocks will 
tend to offset any increase in receipts due to 
the larger numbers of livestock on farms. 

In cotton there has been a basis for the 
higher price in unsatisfactory planting 
weather, though the increase in demand has 
been a greater factor. Wool and hides have 
had very sharp advances to the best prices in 
about two years, and there is a good statistical 
basis in each case in diminished supplies. 
Among the metals copper has shown strength 
with a rise to 7% cents, and with the curtail- 
ment of operations now enforced the offtake is 
larger than production, and stocks are being 
reduced. 


Influence of Speculation 


It is generally admitted that speculation has 
been active in the rise, and of course if specu- 
lators have misjudged the situation and driven 
the markets too high the usual reaction will 
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follow. However, it would be a mistake to 
deny the economic service of intelligent specu- 
lation, such as an experienced business man 
undertakes when he decides to cover forward 
requirements. Such speculation, which was 
defined by Justice Holmes as the “self-adjust- 
ment of society to the probable,” gives the 
producers the benefit of higher prices before 
a shortage in their product develops, and gives 
the start to business before it could otherwise 
occur. It assists the distribution of purchasing 
power early in the recovery stage. There is 
no reason to be alarmed merely because prices 
are recovering from the low. Such a recovery 
was bound to come. On the other hand, every 
upward movement is in danger of running 
away, and in the hands of uninformed and un- 
intelligent speculators would be sure to do so. 
All parties concerned should endeavor to avert 
this danger. President Roosevelt has uttered 
a sound warning against the ballyhoo path to 
prosperity. 

Disparities In Prices 


With business making this start in the past 
two months, the paramount consideration of 
all members of the economic organization 
should be to carry forward the readjustments 
which will improve the balance in economic 
relationships and achieve a new equilibrium 
out of the present disorder. Only as progress 
is made toward restoring the equilibrium can 
business make a lasting gain. All analysts of 
the question agree that a state of balanced 
relationships is the essential of prosperity. 
Prices need to be in balance in order that 
the various groups of the population may ex- 
change their goods and services on fair terms, 
so that this exchange, which is what is meant 
by “business”, may be full and free. Costs of 
all kinds need to be in balance in order that 
prices may be, and so on through all economic 
relationships. 


If everything had come down together dur- 
ing the price decline, and the relationships 
within the price structure had not been greatly 
disturbed, a quick recovery would have been 
made, because there would have been buying 
power in the markets equal to full production. 
In an entirely flexible economic system the 
balance would be maintained without serious 
disturbance, by natural and almost automatic 
adjustments. However, the economic system 
is not entirely flexible, and the necessary ad- 
justments do not occur smoothly and rapidly. 
Obviously the existing disparities exceed any 
ever previously known, due to differing rates 
of decline in commodities and services, and 
likewise in various groups of commodities. 
Farm prices give a familiar illustration, since 
in April, according to the reports of the De- 
partment of Agriculture, they were 61 per cent 
below the 1926 average, whereas the prices 
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paid by farmers for goods bought were only 
36 per cent lower, giving farm products an 
exchange value only 61 per cent of what they 
possessed in 1926. On the 1910-14 basis the 
figure is but little over 50. 

According to Professor Fisher’s indexes, raw 
materials on May 26, after the substantial rise 
that has occurred, averaged 46 per cent lower 
than in 1926, while semi-finished and finished 
goods were down only 35 per cent. The Cor- 
nell University monthly bulletin on farm eco- 
nomics gives the farm price of foods in March 
at 47 per cent below the 1910-14 average, while 
the retail price of food was only 1 per cent 
lower, the cost of food distribution being 44 
per cent higher. 

Inspection of prices of common articles of 
merchandise as reported by the Bureau of 
Labor Statistics reveals the same disparities. 
Hides in Chicago in March were 63 per cent 
below 1926, and in the middle of May 29 per 
cent, while shoes, which were but 15 per cent 
lower in March, have been marked up some- 
what since hides have advanced. Wool in 
March was down 61 per cent, and men’s suits 
35 per cent. Wheat was 67 per cent lower, 
flour 52 per cent, and bread at retail in New 
York 24 per cent. By groups, in the Bureau’s 
weekly price index, the price decline at whole- 
sale has varied from 22 per cent in metals and 
metal products and 27 in chemicals to 49 in 
farm products, these figures being as of 
May 20. 

Measures to Restore the Equilibrium 


This showing of disequilibrium could be ex- 
tended indefinitely, to include railway rates, 
taxes and other factors, but doubtless there 
is no need to do so. Everyone is aware of the 
great disorder in the industrial system, and 
somehow order must be brought out of the 
chaos. It is for this purpose that measures 
giving the President authority to deal with 
the situation in his own discretion have been 
enacted or presented to Congress, including 
the farm relief act and now the national indus- 
trial recovery bill, providing for a greater con- 
trol of industry by the Government operating 
through trade associations. 

The theory of the legislative program is that 
industry and business are so badly disorgan- 
ized and the various elements in the economic 
system so completely at cross purposes that 
some overhead authority is required to restore 
order, so that normal economic forces may 
function once more. In this light there is 


reason to hope that the wise exercise of au- 
thority may be helpful. Obviously, if neces- 
sary readjustments, in conformity with the 
economic law, could be demanded and enforced 
by a wise and skillful overhead authority they 
could be accomplished more quickly, and so 
Thus interpreted, the 


speed the recovery. 
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program is not to be taken as an attempt to 
establish a politically-elected authority, but 
as a vesting of authority in the Executive to 
combat the disorder in ways that he may find 
advisable, guided by the best advice that he 
can obtain and by conditions as they develop. 

It may be recognized that Governmental 
action to improve the business equilibrium, 
applied at the points where the disequilibrium 
is most important, can give all business a start. 
Undoubtedly an artificial rise of farm prices, 
if discreetly applied, would start a flow of pur- 
chasing power going around the circle. How- 
ever, unless the rise lasted the impetus would 
be lost, and permanent recovery will depend 
upon the reestablishment of permanent rela- 
tionships on the sure basis of supply and de- 
mand. Moreover, unless farm prices in their 
turn become too high the same stimulus can- 
not be applied to the prices of the things the 
farmer buys without destroying the good ef- 
fects of the farm rise, throwing the situation 
out of balance as before, and setting up a 
vicious circle in which the prices out of line 
follow each other upward without in fact 
coming back into equitable relations. 

If raw material prices rise, prices of finished 
goods must conform, and naturally normal 
profits must be allowed for where the various 
factors have been rendering services without 
them. Such changes do not endanger the 
equilibrium. However, any rise of industrial 
operating costs at this time should not be 
considered a favorable factor. 


The foregoing is merely a statement of the 
economic law, to which the readjustments 
made in business and prices must conform if 
they are to lift the country out of the slough 
and keep it out. If they are made naturally 
by individuals responding to economic pres- 
sure the adjustments will conform to this law, 
and in the long run the success of an overhead 
authority will be in proportion as its policies 
conform likewise. 


Money and Banking 





Action of the Federal Reserve Banks in 
resuming purchases of Government securities 
to the extent of $25,000,000, and a reduction 
of the rediscount rate of the New York Re- 
serve Bank from 3 to 2% per cent constituted 
outstanding developments in the money mar- 
ket during May. 

Announcement that the Reserve Banks had 
re-entered the market for Governments was 
made by the Treasury, and confirmed by the 
Federal Reserve statement of May 24. The 
move is broadly interpreted as the first step 
in the Administration’s monetary program of 
business and commodity price recovery under 
the powers for managing the currency con- 
ferred by the farm and financing bill. Such 


powers, it will be recalled, are of sweeping 
character, including authority to expand Fed- 
eral Reserve credit by requiring the Reserve 
Banks to buy up to $3,000,000,000 of Govern- 
ment securities in addition to those already 
held; also authority to issue currency, to pro- 
vide for remonetization of silver, and to reduce 
the gold content of the dollar. It is understood 
that for the present at least the efforts to raise 
prices are to be directed along the line of 
credit rather than currency expansion. 


Making Money Easy 


In adding to their already large holdings of 
Government securities, the Federal Reserve 
Banks will be putting Federal Reserve funds 
into the market which will tend to build up 
still further the excess reserves of the member 
banks, It is the theory that if the supplies 
of credit are made large enough they must 
perforce find their way into industrial and 
commercial uses, thus bringing about an ex- 
pansion of business. It is in order, however, 
to remark that this last point is challenged by 
many economists, who feel that the use of 
credit depends primarily upon the demand for 
it by business concerns in good credit standing 
who see opportunities for its profitable em- 
ployment. 


On account of the business depression firms 
and companies of this class have found their 
own capital sufficient for their needs and have 
had little occasion to borrow. The principal 
demand for money in the last two years has 
been not for new business but for the purpose 
of paying existing debts, a use which as a rule 
does not appeal to bankers to whom these 
applications are addressed. They are inclined 
to think that such debts may as well be carried 
where they were originally made. 


Reduction of the rediscount rate conforms 
to the general policy of easy money, but is 
amply explained also by the low level of rates 
prevailing in the open market and the reduced 
volume of member bank borrowing in this 
district. 


Repeal of the Gold Clause 


Of first rank importance also during the 
month was the introduction into Congress, 
with support of the President, of a resolution 
calling for abolition of the “gold clause” in all 
obligations public and private, with the ex- 
ception of currency. This clause has been a 
characteristic of a large proportion of the 
bonds issued in this country, whether for pub- 
lic or private account, and has provided spe- 
cifically for payment in gold coin usually of 
the present weight and fineness. Adoption of 
the resolution will mean that not only will 
contracts drawn up in the future not contain 
the gold clause, but also that all bonds now 
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outstanding will be payable in legal tender 
money, regardless of whether they call for 
payment in gold or not. 

Apparently the origin of the resolution lay 
in a conflict between the various laws and 
regulations affecting the gold clause. Accord- 
ing to the provisions of the Liberty loan act, 
under which Government securities are sold, 
such securities are payable in United States 
gold coin of the present standard of value. 
At the same time, by executive orders issued 
under authority conferred by Congress, gold 
holding by individuals is prohibited and 
license to export gold to meet Government 
maturities abroad is being refused. Moreover, 
it was clearly impossible for private debtors 
to meet their obligations in gold when no gold 
was obtainable. These conflicts had to be 
eliminated; the resolution seeks to do this, 
and to put all obligations past and future on 
the same footing. 

We do not attempt to discuss the legal or 
ethical aspects of the repeal of these gold con- 
tracts; doubtless the constitutionality of the 
action will be passed upon by the courts. It 
is important to point out, however, that the 
resolution relates solely to the force of the 
gold clause in Government and other securi- 
ties and does not, as first widely construed, 
affect the gold dollar itself or the Gold Stand- 
ard Act of 1900 which states in part: 


the dollar consisting of twenty-five and eight-tenths 
grains of gold nine-tenths fine, * * * shall be the 
standard unit of value, and all forms of money issued 
or coined by the United States shall be maintained 
at a parity of value with this standard, and it shall 
be the duty of the Secretary of the Treasury to main- 
tain such parity. 


Supplies of Funds Plentiful 


Money market supplies have been plentiful 
though not so overly abundant as in April. 
During May the average of excess reserves for 
New York banks was $84,000,000 against 
$143,000,000 in April. For all weekly report- 
ing banks a resumption of regular reports for 
the first time since March 1, covering 90 cities 
instead of 101 as formerly, revealed excess 
reserves averaging $202,000,000 for the first 
three weeks of May. 

The principal source of excess funds has 
continued to be the redeposit in banks of 
money withdrawn from them during the bank- 
ing panic. During the four weeks ended May 
24, the amount of money of all kinds rede- 
posited amounted to $199,000,000, and alto- 
gether since the end of the banking holiday 
the return flow of money has totaled $1,743,- 
000,000. This has included $738,000,000 of gold 
and gold certificates, which raised the gold 
reserves of the Federal Reserve Banks to $3,- 
499,000,000 which surpasses the all-time peak 
of September, 1931, notwithstanding $700,- 
000,000 net in gold shipped out of the country 
in the meantime. 
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In May the redeposit of currency was less 
rapid than in April, and there was a substan- 
tial absorption of funds from the market, due 
to repayment of Reserve Bank advances, and 
to an increase in reserve requirements against 
member bank deposits. Total Reserve Bank 
credit outstanding declined $193,000,000 dur- 
ing the four weeks ended May 24, while re- 
quired reserves of New York banks were up 
$29,000,000 for the period, accompanying an 
increase of $166,000,000 in net demand and 
time deposits. 


Trend of Bank Credit 


At the Federal Reserve Banks the volume of 
member bank borrowing declined $73,000,000 
during May to $312,000,000, the lowest since 
February. In the principal money centers of 
New York and Chicago, the banks continue 
entirely clear of Federal Reserve indebtedness. 
Bankers’ balances in New York increased 
steadily, indicating a progressive easing of 
conditions in the interior. 

At the member banks, the volume of loans 
and investments has been on the upgrade dur- 
ing the past month, due principally to more 
confident buying of Government securities 
and to the increased activity in the security 
markets. Holdings of Government securities 
by the New York City weekly reporting banks 
increased $115,000,000 during the four weeks 
ended May 24, while brokers’ loans at New 
York showed the most important forward 
move in over two years, rising $232,000,000 
from the low to $563,000,000. So far as purely 
commercial borrowing is concerned there has 
been little evidence thus far of any general 
increase. Taking the country as a whole, an 
increase both of total loans and investments 
and of deposits was also noted during the 
first three weeks of May; comparisons with 
March and April are not available owing to 
suspension of reports during that period. 

Money rates ruled decidedly easy during 
the month, call money holding at 1 per cent 
throughout; stock market time money was 


‘quoted at 1-1%4, according to maturities, and 


bankers’ acceptances at % for 90-day bills. 
Weekly offerings of 90-day Treasury bills 
ranged between 0.32 and 0.49. 


Money in Circulation 


Attention is directed to the continued de- 
crease of money “in circulation,” indicated 
above, as proof that the country is adequately 
supplied with currency. This decrease, be it 
noted, has taken place in spite of the issuance 
of approximately $84,000,000 new Federal Re- 
serve bank notes authorized by the Emergency 
Banking Act passed in March and a continued 
tendency on the part of national banks to avail 
themselves more fully of the enlarged circula- 
tion privileges accorded by legislation last 
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Summer. The effect, therefore, of these added 
currency issues has been to displace a corre- 
sponding amount of currency of other types, 
without increasing the total amount of cur- 
rency outstanding. 


Such a shift, of course, in the character of 
the circulation tends to increase the propor- 
tion of our currency outstanding without 
specific gold cover. The new Federal Reserve 
bank note currency requires no gold backing, 
but may be based entirely on Government 
bonds or other acceptable collateral deposited 
by the Federal Reserve Banks with the Secre- 
tary of the Treasury. National bank notes, as 
is well known, have never required any secur- 
ity other than Government bonds except for a 
small cash redemption fund carried in Wash- 
ington to take care of such notes as may be 
presented direct to the Treasury Department. 
Federal Reserve notes, on the other hand, re- 
quire at least a 40 per cent gold backing. To 
the extent, therefore, that Federal Reserve 
notes are displaced by these other forms of 
currency, the Federal Reserve ratio becomes a 
less precise measure of the relationship be- 
tween gold reserves and the total curency out- 
standing, although all such currency consti- 
tutes a potential charge on the gold reserves 
whether so specified in the law or not. On 
May 24, for example, the Reserve ratio was 
officially reported at 67.8 per cent, a figure 
which would have been 64.4, had Federal Re- 
serve notes remained in circulation instead of 
the Federal Reserve bank notes and national 
bank notes issued since last Summer. The 
effect of the substitution is to increase the 
amount of “free” gold, but it is clear that if 
the substitution should continue at too great 
length it would eventually reduce the Reserve 
ratio to a meaningless fraction. 


The Wheat Situation 


The outlook for wheat prices has changed 
very much in the last three months as a result 





of the bad condition of the Fall sown crop., 


The Plains region had a serious lack of mois- 
ture from seeding time and high winds have 
done much damage. The government report 
of conditions as of May 1 estimates the crop 
at 337,485,000 bushels, which is the lowest in 
thirty years, and the abandonment at 32.2 per 
cent of the acreage planted. The estimated 
yield is below the harvest of last year by 124,- 
666,000 bushels and below the average of the 
five years 1926-30 by 252,000,000 bushels. The 
Plains States have suffered most of the loss. 
The report for Colorado places the prospective 
abandonment in that state at 70 per cent, and 
adds the interesting statement that this com- 
pares with 60 per cent last year and an average 
of 25.7 per cent in the last nine years. Evi- 


dently this uncertainty of results is an im- 
portant element of production-costs in the 
Plains region. 

It is not the usual thing to welcome a bad 
harvest, and in the region where this disaster 
to the crop has occurred the immediate results 
are deplorable, but new life has been put into 
the wheat market. The price of the contract 
grade of wheat in Chicago, which has been as 
low as 44 cents per bushel in the last year and 
averaged 55 cents through last March, has 
been up to 75 cents in the past month and is 
now above 70 cents. 

Although “inflation” talk undoubtedly has 
had some influence upon wheat prices, it has 
been largely speculative. Other things remain- 
ing the same, the discount of approximately 15 
per cent in the exchange value of the dollar in 
comparison with gold standard currencies 
would naturally stimulate purchases by 
those countries and the increase of purchases 
would tend to raise the price. But wheat has 
risen in our markets more than it has in any 
of the foreign markets. From March 31 to 
April 29 the advance in contract grades was 
20 cents in Chicago, while Argentine wheat 
rose only 5 cents in Liverpool, and Canadian 
wheat 10% cents at the lake port, Fort 
William. Moreover Canadian wheat has a tariff 
advantage of 6 cents in British markets. Chi- 
cago has been actually above Liverpool, al- 
though normally it should be lower by enough 
to cover transportation charges. Under these 
conditions exports are practically impossible 
and it cannot be supposed that prevailing ex- 
change rates have had any effect upon our 
sales for export. 


Wheat always is influential upon other farm 
products, and as they declined with it they 
are now recovering with it. 

The Department of Agriculture apparently 
takes a less sanguine view of the situation than 
has dominated the market. It does not look 
for an increase of exports and is apprehensive 
that the carryover in 1934 may be larger than 
this year’s, which it estimates at about 360,- 
000,000 bushels. 


Effects of the War upon Agriculture 


We have heretofore referred to the effects 
upon the production and prices of agricultural 
products of the cutting off of the supplies of 
foodstuffs previously exported by Russia to 
western Europe, naming in particular the ex- 
pansion of wheat production outside of 
Europe. A review in some detail is in order 
at this time. 


In the five year period 1909-13, the exports 
of wheat from Russia averaged about 165,000,- 
000 bushels per year, in total world exports of 
about 675,000,000 bushels, or close to one- 
quarter of the total. They dropped to nothing 






















when the Dardanelles were closed, with the 
result that prices rose in all open markets, and 
production in the principal wheat-growing 
countries outside of Europe increased as ap- 
pears in the following table: 


Production and Export of Wheat in the Five Year 
Periods Preceding and Following the War 


i (Average figures per year in millions of bushels) 
Period Period Percent 
Production 1909-13 1926-30 Change 1932 
Total World, Russia incl.3,781 4,566 -+ 20.8 * 
United States ........cccccoes 690 859 + 24.5 727 
COBEGR: cittcanmmmminiin 197 436 +121.3 431 
pS ee 147 251 + 70.7 231 
JUST OIIINL,... ininisicnaseavaccnsboinses 90 156 + 73.3 216 


Four Principal Exp. 





2. eee 1,124 1,702 + 51.8 1,605 
Europe, Outside Russia..1,350 1,348 —........ 1,485 
Exports 
Total World Exports........ 675 814 + 20.6 800 
Russia 165 36 — 78.2 12 
Four Principal 

PRGEGOTES.  srenccesnsaniens 346 720 +108.1 621 





*No figures for the Russian crops in 1932 are avail- 
, able; for the world ex-Russian the crop was 3,683,- 
139,000 bushels, 

It will be noted that in the second five year 
period the four principal wheat-producing 
countries outside of Europe increased their 
production on the average 578,000,000 bushels 
per year, or at the rate of 51.8 per cent. Since 
they were surplus countries before, all the in- 
) crease was available for export. World pro- 
duction increased 20.8 per cent. Russia’s ex- 
ports since the war have been 49,000,000 
bushels in 1927, 111,000,000 in 1931 and 72,- 
000,000 in 1932. Production in other countries 
changed but little. 


An increase of 20.8 per cent in world pro- 
duction may not of itself appear large over 
a period of 17 years, but its influence is con- 
centrated upon the small margin of difference 
between the needs of the importing countries 
and surplus of the exporting countries. In 
recent years a short crop in the importing 
countries has not caused a corresponding in- 
crease of imports, as governments have re- 
sorted to various means such as high tariffs, 
embargoes, quotas and milling regulations, to 
restrict wheat importations, thus inducing 
their people to increase domestic production 
or resort to other domestic foods. The present 
duty upon United States wheat into Germany 
is $1.62 per bushel, into France, $0.86, into 
Italy, $1.07. Furthermore, in Germany 97 per 
cent of the wheat milled must be of domestic 
origin, in France the requirement is 99 per 
cent and in Italy 95. 


It is to be considered also that in all coun- 
tries in the last twenty years or longer the 
consumption of the bread grains per capita has 
tended to decline, on account of a more varied 
diet. Moreover, in the general derangement of 
trade which has existed, and the known state 
of unemployment and unsatisfied wants, it is 
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probable that consumption has been consider- 
ably below wants. The following table of 
stocks at the season of the year when world 
stocks are lowest is incontrovertible evidence 
that the supply has been in excess of demand: 


Principal Wheat Stocks Ex-Russia, About 
August 1, 1926-32 


In Millions of Bushels 
1926 1927 1928 1929 1930 1931 1932 





United States .......... 100 119 127 245 296 834 379 
Canada a... - 40 538 92 127 127 140 186 
Argentina .. - 67 69 95 1380 65 80 60 
Australia .... 17 238 27 #2 #37 46 «= «440 


Afloat to Europe... 39 46 45 38 39 88 31 


—S ee ————- 


World Total ............ 612 649 720 981 9261,014 977 


Source: Stanford University Food Research In- 
stitute. 


It will be seen that the increase of stocks 
was nearly all in the United States and Can- 
ada, although Australia participated to a 
smaller extent, and Argentina temporarily in 
1928-29. In the United States and Canada 
great holding operations were carried on, 
backed and financed by the governments, 
which had the effect of enabling other wheat- 
exporting countries to sell advantageously, 
also of postponing the downward readjust- 
ment of production which conditions required. 
The wholesome influence of the law of supply 
and demand was temporarily nullified. 


The increase of 51 per cent in the production 
of the four countries was more than the im- 
porting countries would take, and the reap- 
pearance of Russia as an exporter, together 
with the activity of the Russian government in 
promoting production, inevitably affected the 
markets unfavorably. Under ordinary con- 
ditions the surplus of a single heavy crop will 
be taken by the speculative markets at a 
moderate reduction from usual prices and car- 
ried in confidence that normal conditions and 
prices will soon be regained. Amid the un- 
certainties which clouded the situation in the 
period 1929-32, and with the steadily increas- 
ing carryover, there was little inducement for 
any one to buy wheat, excepting millers for 
immediate consumption. Even an essential 
product may become almost unsalable, except 
from hand to mouth, if the supply is so well 
assured that nobody cares to store it. 


Upon the assumption that Russia was likely 
to be a regular exporter at about the pre-war 
rate there seemed to be no escape from the 
conclusion that the countries which had not- 
ably increased their exports since 1914 would 
be obliged to curtail their production or face 
very low prices indefinitely. However, more 
recent information indicates that Russian 
wheat is not likely to be an important factor 
in world markets. If this is correct, the rate 
of production of the last two years will not be 
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excessive and if the carryover is reduced to 
the usual proportions wheat should regain its 
normal position in the exchanges. 
Complaints have been frequent since 1929 
that speculation was depressing prices, but it is 
evident that traders were simply acting in con- 
formity with supply and demand conditions 
and that producers might better have been 
doing the same. In view of the fact that even 
with the crop reduction indicated there is no 
probability of a scarcity of wheat in the com- 
ing year it is something to think about that 
market prices have had so prompt and pro- 
nounced a recovery. It promises the farmer 
a handsome gain upon all of this year’s crop. 


The wheat situation clearly was thrown out 
of balance by the war and the same is true of 
the general situation as between farm and all 
primary products on the one hand and trans- 
portation costs and the prices of manufactured 
goods on the other. The situation has been 
and remains clearly dominated by supply and 
demand. 


The carryover of this country as forecast 
for 1934 will be still above what has been 
considered an ample provision in the past, but 
attention should be given to the fact that a 
larger proportion of our annual supply is now 
coming from the region of uncertain rainfall 
than was true in former years. The states 
lying west of Minnesota, Iowa, Missouri, 
Arkansas and Louisiana and east of the Rocky 
Mountains are not wholly in that region, but 
these states produced in 1930 60 per cent of 
this country’s wheat crop, against 53 per cent 
in 1920, 38 per cent in 1910 and 23 per cent in 
1890. Moreover, the recent increase of the 
world crop is involved in like uncertainty. 

Sir Albert Humphries, an English authority, 
recently offered figures showing that if the 
increase in world stocks in the last six years 
be divided by six the annual increase is seen 
to have been only about 2 per cent of the 
annual world production. Obviously a very 
moderate adjustment of acreage would correct 
the burdensome carry-over. 


The World Economic Conference 


Never, perhaps, has a conference of the 
Powers been called to consider matters of 
graver import to the well-being of all nations 
than the World Monetary and Economic Con- 
ference which is to convene in London on June 
12, For three years the world has been con- 
tending desperately with the depression, but 
has succeeded only in sinking more deeply 
into its depths. Each country, feeling the 
pressure of the common distress, has sought 
to save itself at the expense of others. Tariffs, 
exchange restrictions, competitive currency 
debasement—in short, all the weapons of eco- 
nomic warfare—have been tried with telling 





effect in a bitter struggle which has benefitted 
none and involved a steady strangulation of 
trade for all. The nations of the world have 
been like a lot of drowning men, trying to save 
themselves by climbing upon one another’s 
backs, and all fast disappearing in the waves, 
where a little cool-headedness and enlightened 
cooperation would bring all safely to shore. 


Of course, there has been a great deal of 
talk about international cooperation, and sev- 
eral notable attempts have been made at a 
common basis for attacking the problems of 
the depression. The Lausanne Conference on 
Reparations was one of the more successful 
of such attempts, and the results achieved 
there sent a new wave of hope over the world. 
The world, unfortunately, has not been ready 
for common action. The great difficulty has 
been that the settlement of large international 
issues almost always involves a compromise, 
in which all parties are called upon to make 
some sacrifice. People do not like to make 
sacrifices. For one thing, the problems are 
usually complicated and are not generally 
understood. Moreover, they are frequently a 
subject of political controversy, which does 
not help towards an unprejudiced decision on 
their merits. The volume of international 
trade has continued to shrink, prices have 
fallen, and business everywhere is prostrate. 
The Manchester (England) Association of Im- 
porters and Exporters refers feelingly to the 
chaotic conditions in world affairs when it 
writes in its annual survey of world trade as 
follows: 

Distrust and animosity prevail everywhere, making 
it akin to destructive military warfare. Every country 
is feverishly devising measures to decrease imports 
and increase exports, the cumulative effect being an 
all-round shrinkage of trading and industrial opera- 
tions, which, if continued to its logical conclusion, 
means that each country is clamoring to give its pro- 


duction away for nothing, a process which must finish 
in absolute bankruptcy. 


Origin of the Conference 


The idea of a world economic conference 
first took root about a year ago when the in- 
creasingly critical state of world economic con- 
ditions seemed to demand some basis of inter- 
national understanding and action. The ex- 
piration of the Hoover moratorium on June 
30, 1932, had raised the question of reparations 
and inter-allied debts in all its complexities. 
The paralyzing restrictions on international 
trade, the demoralization in the foreign ex- 
changes, and the continued low level of com- 
modity prices had produced conditions so 
serious that it seemed impossible to let the 
situation drift. In the latter part of May, 1932, 
the British Government sounded out the Gov- 
ernment of the United States on a proposal 
for an economic conference, to which our Gov- 
ernment responded favorably, with the reser- 
vation, however, that war debts should not be 
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included in the discussions. Later, at the Lau- 
sanne Conference, a resolution was adopted 
calling for a conference under the auspices of 
the League of Nations. Originally it was pro- 
posed to hold the Conference in the Fall, but 
the elections in the United States necessitated 
a postponement. Our Government, however, 
continued to lend its sympathy to the venture, 
and in October appointed two distinguished 
American economists to serve as representa- 
tives from this country on a preparatory com- 
mittee of experts which rendered its report in 
January of this year. 


Leadership of the President 


Since the assumption of the Presidency by 
Mr. Roosevelt the Conference has taken on a 
new importance. The President has recog- 
nized the vital importance of restoring world 
political and economic security as a necessary 
part of any domestic recovery program, and 
it is in large part due to his leadership that 
the world is looking forward to the coming 
negotiations with renewed hopefulness. In 
selecting Mr. Cordell Hull as his Secretary 
of State, he has chosen a man whose name has 
long been identified with the liberal view of 
international economic relations. Speaking 
before the American Section of the Interna- 
tional Chamber of Commerce on May 1, Mr. 
Hull delivered a stinging castigation of the 
policies of extreme economic nationalism and 
declared for a new deal in the following terms: 


It is now clear that no nation can live and thrive 
by itself. The proponents of the policy of economic 
isolation are now silent as to this world effect, but 
are still unable to offer any basic remedy for business 
recovery except this broken-down and discredited 
policy. They can only point to its colossal failure as a 
guaranty of its future ability to improve business con- 
ditions. And yet these blind forces of shortsighted 
isolation, here and elsewhere, continue to criticize 
and to ask a world which has become impoverished 
and bankrupt under their leadership to continue to 
heed them and their ruinous policies. The tragedy is 
that supine and credulous people in numerous coun- 
tries today still allow them to conduct their govern- 
ments under this policy of extremism, while all con- 
tinue to slide further toward insolvency and economic 
ruin, The limitations of human suffering cannot much 
longer tolerate this suicidal leadership in any country. 

* + a s * + 

Every nation must supplement its domestic pro- 
gram with a basic international economic program of 
remedies for business recovery. These would embrace 
the reduction of trade barriers, the stabilization of 
exchanges and currencies, and monetary standardiza- 
tion, all of which would permit a healthy increase of 
prices of primary commodities bought and sold in 
world markets. 

The obsolete pre-war economic theory that prevailed 
here and elsewhere, ignored our transformation from 
a debtor and young, undeveloped country to the 
greatest creditor and surplus-producing nation in his- 
tory. 


Shortly after taking office the President ex- 
tended an invitation to the leading foreign 
governments to send representatives to Wash- 
ington to engage in preliminary talks and, so 
far as possible, to arrive at understandings 
which would be the basis of action at the Con- 
ference itself. These discussions have been in 
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progress over the past several weeks and have 
included among the participants many of the 
world’s leading statesmen and their advisers. 
The discussions were reported to have pro- 
ceeded most harmoniously, and to have de- 
veloped a general agreement as to the main 
objectives of all governments—to wit, the re- 
turn to the gold standard at the earliest prac- 
ticable date, modification of the barriers 
against international trade, military disarma- 
ment, and measures designed to raise the level 
of commodity prices. The joint statement 
issued by the President and Signor Guido 
Jung, the Italian delegate and Finance Min- 
ister, was particularly significant of the spirit 
and purposes that animated these meetings, 
and merits reproduction here. The statement 
follows: 


At the close of our conversations we note with pro- 
found satisfaction the close similarity of our views on 
the questions which are harassing the world today. 
The world faces a crisis of the first magnitude. 

If normal life is to be resumed, the World Economic 
Conference must be made a success. It must not only 
meet soon, but come to its conclusions quickly. 

The task is so complex and difficult that unless it 
is approached by all nations with the fullest and sin- 
cerest desire to arrive at a result, the Conference 
cannot succeed. But the other course before the world 
is clearly an increase in economic warfare and all 
nations must cooperate in attempting to avoid this 
alternative. 

We agree that political tranquility is essential for 
economic stability; that economic disarmament can 
take place only in a world in which military disarma- 
ment is possible. 

A truce in the field of tariffs and other obstacles to 
international trade is essential if the Conference is to 
undertake its labors with any hope of success. We are 
in agreement that a fixed measure of exchange values 
must be reestablished in the world and we believe 
that this measure must be gold. 

The entire problem of raising world prices and 
restoring the opportunity to work to the men and 
women who today wish to work and can find no em- 
ployment is a unit. It must be attacked as a unit. 
Along with the measures that must be taken to restore 
normal conditions in the financial and monetary field, 
and stability in international exchanges must go 
hand in hand measures for removing the obstacles to 
the flow of international commerce. 

In the period immediately before us, governments 
must employ such means as are at their disposal 
to relieve the unemployed by public works, and these 
efforts of individual governments will achieve their 
fullest effect if they can be made a part of a syn- 
chronized international program. 

Similarly, the central banks of the various nations 
should by concerted action attempt to provide such : 
adequate expansion of credit as may be necessary to 
support constructive work, avoiding as much as pos- 
sible the use of credit for illegitimate speculative 
purposes. 

We have found ourselves in the closest agreement 
on many other measures to reestablish the economic 
life of the world, and we are both determined to 
approach the problems of the World Economic Con- 
ference with the firmest resolve to bring its labors to 
success. 


Proposals for Tariff Truce 


In keeping with the spirit of these pre- 
liminary meetings, President Roosevelt pro- 
posed to the world a tariff truce to take effect 
immediately and last until the end of the Con- 
ference. Eight of the leading Powers, includ- 
ing the United States, Great Britain, France, 
Germany, Italy, Japan, Belgium, and Norway, 
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have pledged themselves not to intensify 
“measures of all kinds which at the present 
time misdirect and paralyze international 
trade,” or “adopt any new initiatives which 
might increase the many varieties of difficul- 
ties now arresting international commerce.” 
As evidence of our sincerity, the President has 
directed the Secretary of Agriculture to sus- 
pend for the present any acreage reduction 
program or levying of processing taxes, as 
provided for in the new emergency farm re- 
lief bill, since these measures would call auto- 
matically for compensating taxes on imports 
and so conflict with the tariff truce. 


Thus, the way has been cleared for a major 
effort at turning the depression and laying the 
basis for an enduring prosperity. No one min- 
imizes the enormous difficulties to be sur- 
mounted in harmonizing the different interests 
and conflicting points of view, and in weaving 
a new pattern of international economic rela- 
tions to which all elements of the Conference 
will be willing to assent. The task is hercu- 
lean, but the need is equally great. In the 
urgency of this need lies the greatest hope of 
success. 

It is to be hoped that Congress will give the 
President wide powers for dealing with these 
international problems. It has already in- 
vested him with unprecedented powers with 
regard to the currency; it should also give 
him liberal powers in connection with tariffs 
and war debts. If the Conference is to get 
anywhere the representatives of the various 
countries should be clothed with authority. It 
has often been said that if it were possible for 
a few of the leading statesmen of the different 
countries to sit down around a table they could 
soon evolve a workable plan for world recov- 
ery. In the great emergency that exists some- 
thing of the sort should now be tried, and the 
people of this country must trust the Presi- 
dent. It is true that the question of war debts 
is not scheduled to appear formally before the 
Conference, but no realistic view of the situa- 
tion can fail to recognize that war debts will 
be a factor in any final settlement. 


Currency Stabilization Essential 


There can be no question but that an out- 
standing problem before the World Conference 
will be that of achieving some restoration of 
order in the exchanges. Until this is done it 
is difficult to see how much progress can be 
made with the other problems before the Con- 
ference, including the question of tariff rela- 
tions. When currencies are fluctuating vio- 
lenting against one another there is no firm 
basis for fixing tariff schedules. Countries 
which are feeling the competition of other 
countries whose exchange is depreciating are 
likely to want an elevation of their tariff walls, 


thus intensifying the obstacles to trade. Our 
readers may bear in mind the complaints of 
our own manufacturers against the alleged in- 
roads of cheap merchandise from depreciated 
currency countries. 


That the President fully appreciates these 
difficulties, and desires a universal return to 
gold at the earliest possible date, is clearly 
evident from the statements given out at 
Washington. In previous issues of this Let- 
ter we have commented repeatedly on the 
services of the gold standard. We do not 
propose to repeat all these arguments at 
this time. However, it is in order to draw 
attention to the hardships inflicted upon all 
foreign trade by unstable currencies. The 
merchant who buys goods from afar must not 
only allow for the usual fluctuations of the 
markets, but must gamble upon exchange as 
well. It becomes extremely difficult to figure 
costs and prices, with the result that the sum 
total of business is restricted. 


Even more serious, perhaps, is another 
danger that always exists when paper cur- 
rencies are no longer fixed in their relations to 
each other through some common standard of 
value; that is, the danger of a competitive 
depreciation of the currency. During recent 
months we have seen a number of evi- 
dences of the endless chain of international 
price cutting competition that is set in motion 
when one country seeks to obtain advantage 
over a competitor in this way. In the Febru- 
ary issue of this Letter reference was made 
to the action of New Zealand in reducing the 
value of her pound from a 9 to a 20 per cent 
discount in terms of sterling. At that time the 
Australian pound was selling at a discount of 
20 per cent in terms of British pounds, and 
Australia is a competitor of New Zealand in 
the British markets. Hence it is to be pre- 
sumed that a desire to “equalize” exchange 
had something to do with New Zealand’s ac- 
tion. Hardly had this step been announced, 
however, when Denmark, also an important 
exporter of agricultural products to Great 
Britain, took similar action, altering the peg- 
ged rate on the krone from 19% to 22% to the 
pound sterling. This was in consequence of a 
political crisis in which the Government 
turned for support to the Left, the inflationary 
party. It is the theory of this party that as 
the bulk of Danish agricultural produce is 
exported the easiest way to increase returns to 
the farmer is to reduce the value of the cur- 
rency. But it is pertinent to ask why the 
previous depreciation of this currency was not 
adequate to restore the profit-earning capacity 
of the export industries, what Denmark’s com- 
petitors will do to offset this move, and what 
will happen when the internal purchasing 
power of the depreciated currency decreases? 
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Will New Zealand, an exporter of products 
competing with Denmark, be content with her 
recent depreciation? What will be the reac- 
tion in Australia, which has doubled her ex- 
ports of butter since 1928? 


Of course, this situation illustrates the truth 
that the competitive gains from a depreciating 
currency are rapidly lost in the readjustments 
that follow, unless the depreciation is continu- 
ous. The inducement to make it continuous 
is great, and so is the inducement to other 
countries to depreciate their own currencies 
further, since each can argue that its decision 
is defensive or retaliatory. The ultimate end 
of such competition is the extinction of all 
currencies. 


The Situation in New Zealand 


The foregoing mention of the situation in 
New Zealand prompts us to reproduce part of 
an article which appeared in the London Stock 
Exchange Gazette in which the writer com- 
ments most illuminatingly upon the effects 
of exchange depreciation. His remarks indi- 
cate an aspect of the question to which little 
attention is usually given, and illustrate very 
clearly some of the disadvantages of a currency 
depreciation policy. The letter reads: 


Admittedly the immediate effect of the Government’s 
action (in depreciating the currency) will be to aug- 
ment, but partly only temporarily, the income of New 
Zealand primary producers. * * * * * 

Of the debtor side is firstly the fact that the New 
Zealand Government requires to pay some £8,000,000 
in sterling annually on its London loans. The raising 
of the exchange discount automatically adds an 
additional £1,200,000 in New Zealand pounds to this 
debt load. As the Government had already budgeted 
this year for a deficit of around £1,000,000, and that 
after drawing on “reserves” for £2,500,000, the addi- 
tional burden on the Budget is unmistakably serious. 
It represents, in fact, an addition of 35 per cent to 
the income tax, if the Government proposes to keep 
its estimates. * * * * * 

If, therefore, the Government takes the bold but 
sound step of raising the income tax to compensate 
for its extra debt expenses, the primary producer 
will lose a portion of his gains just as the rest of 
the population has to shoulder the extra load, * * * * 
New Zealand public bodies, too, have several millions 
of London loans and either must increase taxation 
or reduce local maintenance works in order to meet 
the increased cost of their external debt services. 

Then, again, New Zealand imports from the out- 
side world goods to some £21,000,000 annually (in 
these times of economic adversity). The latest ex- 
change depreciation will, in its cumulative effects, 
add another 25 per cent, or £5,250,000, to the cost of 
all imported goods, many of them “tools of trade” or 
other necessaries of the primary producer. 

The “New Zealand parity” of such home products 
as “Canterbury” lamb, butter, cheese, etc., also having 
been raised by the exchange move, an increase in the 
general cost of living in New Zealand by 15 to 25 
per cent would appear a logical sequence. This will 
mean that the greater part of the burden imposed on 
New Zealand by the increase in the currency depre- 
ciation will fall on the wage- and salary-earner, 
pensioners, and persons living on fixed incomes from 
investments, * * * * * 

Now, as regards the London market, it may be 
taken for granted that, as the task of meeting the 
external debt service has been increased by nearly 
15 per cent, New Zealand stocks in London cannot 
be regarded as favorably as prior to the rise, while 
there is the added important and very serious point 
that the Budget deficit will be raised by over £1,000,- 
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000 to around £4,500,000, or, roughly, 20 per cent of 
the country’s revenue for the year, 

To prolong the sorry tale of some of the unfavor- 
able effects of the New Zealand Government's ill- 
advised move it may be mentioned that the New 
Zealand Government will, perhaps some years hence, 
have to bear the loss of the banks having ultimately 
to sell London funds below cost and that Australia 
now will probably hesitate about lowering its exchange 
rate, that is, from £125 to £120 or lower, as has been 
looked for recently as a result of the growth of Aus- 
tralia’s London funds, arising from the increasingly 
favorable balance of trade. 


A Test of Self-Government 


We indicated at the outset of this article our 
feeling as to the gravity of the issues before 
the Conference. We have described some of 
the difficulties in the way of agreement, and 
we have dwelt at some length upon the ex- 
treme urgency of re-establishing stable mone- 
tary relations between the nations. President 
Roosevelt has issued a stirring appeal for 
world peace and military disarmament. The 
World Economic Conference is a challenge on 
economic disarmament. Action in both fields 
is essential; there cannot be one type of dis- 
armament without the other. 

The extremities to which all nations have 
been reduced have forced them to see that they 
cannot continue much longer on their present 
course. Economic necessity has been gradual- 
ly driving home a more general appreciation 
of the common interest. To what extent this 
recognition of a principle can be translated 
into agreements upon a detailed program still 
remains to be seen. Mankind is facing a test 
of its capacity for self-government. We shall 
see whether it is capable of applying the rule 
of reason in its affairs, or whether ignorance, 
suspicion and selfishness will continue to hold 
it in bondage and deprive it of benefits which 
are easily within grasp. 


The Demand for Labor 


Last month in commenting upon proposals 
for a mandatory restriction of work time for 
the purpose of spreading work, we advanced 
the view that the existing unemployment is 
due to disordered conditions in trade rather 
than to an excess of productive capacity over 
normal consumption demands. Lack of space 
compelled the omission of a portion of the 
discussion, relating to technological unem- 
ployment and we return to this phase of the 
subject now. 

Our argument as presented last month may 
be summarized in two propositions, first, that 
“never even in the most prosperous times has 
any considerable proportion of the people of 
this country even approached the state of 
having all their wants satisfied,” and second, 
that since all industry and business consists 
of an exchange of services, there is practically 
no limit to the possible volume of production 
and trade, provided the varied offerings are 
kept in balanced relations in volume and price. 
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The Classical Illustration 


That the foregoing is true may be shown 
by resorting to the old illustration of a limited 
number of families isolated on an island which 
affords the natural resources for diversified 
simple industries. The limited number of 
workers, say fifty, enables them to know each 
other and divide the work so that they may 
have the benefit of specialized skill. No mone- 
tary system will be needed, for the products 
can be directly exchanged. With primitive 
methods of production there will be no danger 
of over-production. If one group of fifty can 
organize in this manner, another such group 
can do likewise, and others indefinitely, until 
the whole world is organized in this manner. 
Now, if group lines are abandoned for trading 
without restriction some confusion may arise, 
but the aggregate of supply and demand will 
be unchanged. So long as facilities for trans- 
portation are primitive, trade will be mainly 
local, but with larger trading areas money 
will become a great convenience, although in 
reality it only serves in the exchange of 
services, 

Let us now go back to the first group and 
gradually provide all of the workers with such 
tools and implements as they can use advan- 
tageously in increasing production for its 
population. The people probably will not 
want an increase of all supplies in the same 


proportion, for that is not what people do 
when their incomes are increased. There will 
be some adjustments, and supplies of new 
products will be added, but if the changes are 
guided by the law of supply and demand each 
new offering will be purchasing power in itself 
and the balanced relationships will be main- 


tained as before. As new methods become 
general throughout the industries a greater 
abundance of all goods will be available, and 
as old wants are fully satisfied new varieties 
of goods and services will be offered, and new 
tastes and wants developed. The principle of 
an exchange of services is still unimpaired. 

As transportation facilities improve, trading 
areas will widen, and the differences in climate 
and other natural resources will make for a 
greater variety of products and increasing 
trade. However, there is no reason to fear a 
glut so long as consumption demands increase 
fast enough to absorb the total supply, and 
offerings of the varied products and services 
are kept in balanced relations, so that they 
pay for each other in trade. This is the funda- 
mental condition of an unlimited expansion of 
trade. There will be no lack of purchasing 
power as long as there is no breakdown of the 
balanced relations. 


The Evidence of History 


The industries are always changing, for 
this is a condition of progress, and changes 
frequently displace workmen, but never have 


reduced the aggregate of employment. Direct- 
ly or indirectly practically all production costs 
are labor costs, and the history of industrial 
progress is a history of the practices and 
means by which the expenditure of labor upon 
specific tasks has been reduced. 

The effect, however, instead of being to in- 
crease unemployment and poverty has been to 
increase the productivity of labor, to the great 
benefit of the entire population. The most 
striking example of the service of machinery 
in releasing labor to new employment is to be 
seen in the history of agriculture. One hun- 
dred years ago approximately 75 per cent or 
more of the population of this country lived 
upon the farms and was required to be there 
mainly for the production of food, while now 
not more than one-quarter of the population is 
required to be so employed, the remainder 
being available to produce other commodities 
and services which minister to the general 
comfort and welfare. 

It is common knowledge that by reducing 
costs and prices labor-saving machinery has 
increased employment in the principal indus- 
tries through enlarged consumption of the 
products, thus rendering a double service. 
Every important change in methods of trans- 
portation has increased employment, not only 
in transportation but in the production of the 
goods transported. The automobile industry. 
displaced workers in the carriage industry but 
gave employment to more. The telephone, 
telegraph and electrical industries have in- 
creased the demand for labor. The printing 
industry has undergone great changes within 
the memory of living printers, both in type- 
setting and press-work, but the changes have 
so reduced the cost of printing that more of it 
has been done and the number of printers has 
steadily increased.(*) In 1914, 113,121 workers 
were employed in book and job printing; in 
1929 the number was 150,649. The circulation 
of newspapers, magazines and books has been 
enormously increased, which has other bene- 
fits besides the increased employment of 
printers. The facilities afforded by printing 
have aided in the exchange and distribution of 
new products. 

Although labor-saving inventions or meth- 
ods may displace labor, every such change 
releases an amount of purchasing power equal 
to whatever savings it actually accomplishes. 
If the employer who installs it seeks to retain 
the savings as profit they will be purchasing 
power in his hands which he is quite sure to 
use in some way, and however he spends or 
employs it, he is likely to give employment to 

(*) “Displacement of Men by Machines ’by Professor 
Elizabeth Faulkner Baker, is a 1933 book of 224 pages, 
describing the effects of technological changes in com- 


mercial printing. Published by Columbia University 
Press, ($3.50) 





approximately as much labor as he has dis- 
pensed with. If he seeks to enlarge his sales 
by reducing prices the purchasing power of 
the public will be enlarged and if sales are 
increased he may increase his own staff. In 
any event the savings will constitute new pur- 
chasing power, which cannot be used without 
giving employment to labor. 


Evidence from the Census 


A complete refutation of the theory that 
improvements in industry have lessened the 
aggregate of employment is afforded by the 
census figures of the “gainfully employed.” 
The period from 1870 to 1930 was one of con- 
stant and important changes in industry in 
this country. In 1870 44.3 per cent of all per- 
sons ten years of age or older were gainfully 
employed, and in 1930 the corresponding per- 
centage was 49.5. An important feature of 
this period was the greater employment of 
women in industry and business. In 1870 13.1 
per cent of all girls and women ten years of 
age or older were gainfully employed and in 
1930 the percentage was 22, the numbers 
having risen from 1,836,000 to 10,752.000. 
This increase in the employment of women 
did not reduce the employment of men, for 
the percentage figures for the latter were 
74.8 in 1870 and 76.2 in 1930. The added 


women were just that many more people en- 


tering into exchange relations both as pro- 
ducers and consumers and the volume of both 
production and consumption increased corre- 


spondingly. And this illustrates the entire 
system of exchange relations. 

The number of minors reported as gainfully 
employed in industry was reduced between 
1870 and 1930 by state laws on that subject 
and others requiring compulsory attendance 
at schools; also by changes in the census rules 
regarding inclusion of children on farms. 

Ever since steam-power and machinery be- 
gan to increase the supplies of commodities 
and raise the standard of living, alarms have 
been sounded from time to time that overpro- 
duction and permanent unemployment were 
impending, but the alarms never have been 
verified, for wants never yet have been satis- 
fied. The development of installment selling 
on a great scale and the provision of large 
facilities for supplying “consumer’s credit,” 
are tangible proof that up to a very recent time 
the wants of the people were growing faster 
than they could be supplied. 

There have been many periods of reaction 
and unemployment resulting from derange- 
ments of the economic system which inter- 
rupted the flow of goods into consumption, 
but such conditions do not signify over-pro- 
duction in the sense that a surplus has been 
created above wants. 
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A Progressive or a Stagnant Society 


We do not wish to make light of the fact 
that in not infrequent instances the introduc- 
tion of labor-saving machinery occasions loss 
of employment to individuals and even gener- 
ally in particular industries. Although the 
loss of a job usually is unwelcome, it need not, 
under normal business conditions be consid- 
ered a disaster by a person in the prime of life. 
If the displaced employe by reason of ad- 
vanced years is unable to obtain other employ- 
ment, his case has a just claim to considera- 
tion, and there is general recognition of this 
fact. It is a possible vicissitude of life against 
which provision should be made, but the one 
thing certain is that in the general social in- 
terest industrial progress must go on. There 
is no individual in the industrial community 
whose personal gains from industrial progress 
do not amply compensate him for the risks 
which it imposes upon him. The choice is 
between the industrial conditions existing in 
Western Europe and the United States and 
the industrial conditions of China and India. 


The Orthodox Economic Theory 


We began this discussion last month with 
quotations from an English economist of 
recognized standing and will close it for the 
present by a quotation from an American 
economist of similar standing and who is 
especially distinguished for his studies into 
the distribution of wealth and income. Pro- 
fessor Willford I. King, wrote his first book 
“The Wealth and Income of the People of the 
United States” when a professor of Economics 
in the University of Wisconsin. It was pub- 
lished in 1915. He is now a member of the 
faculty of New York University. His later 
book, and now the most authoritative work on 
the subject “The National Income and Its 
Purchasing Power” was published by the Na- 
tional Bureau of Economic Research, Inc., in 
1930. At the annual meeting of the American 
Statistical Society, Cincinnati, December 29, 
1932, he delivered an address entitled “The 
Relative Volume of Technological Unemploy- 
ment”, from which we make the following 
quotation: 


The present situation may be summed up by saying 
that no facts or figures thus far discovered cast any 
doubt upon the approximate validity of the orthodox 
economic theory that the forces giving rise to tech- 
nological unemployment tend, at the same time, to 
create a demand for new goods, and that the pro- 
duction of these new goods normally calls for a vol- 
ume of labor roughly equalling the quantity displaced. 
From this premise, it follows that, since labor saving 
devices increase production without materially de- 
creasing the ability of workers to find jobs, such de- 
vices are decidedly beneficial rather than injurious to 
society as a whole. Furthermore, the experience of the 
past shows clearly that, in the United States, labor 
tends to secure a liberal proportion of all gains in the 
national income. It follows that the belief that better 
methods of production are menacing our national 
welfare is nothing but an erroneous assumption, un- 
supported by logic or factual evidence. 
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